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STATEMENT OF SECREPARY OF DEFENSE ROBERT S. McNAMARA
BEFORE THE SENATE SUBCOMMITTEE ON DEPARTMENT OF DEFENSE APPROPRIATIONS
ON THE FISCAL YEAR 1964-68 DEFENSE PROGRAM AND 1964 DEFENSE BUDGET

Mr. Chairmar and Members of the CTommittee:

Tt is again our privilege to present to you our Defsnse progran
projections for the next five years, and our budget proposals for the
coming fiscal year. The form of tkis statement is simlliar to the one I
presented to you last year. It is arranged in the same manner in wkich
the D=fense program is developed, namely, in terms of tke principal missions
of tr= Defense establishment, rather than by organizational component or by
budg:s7. categery.

Later in your hearings the Defense Comptroller will summarize the
Defenze budget by category and appropristion title, in the traditionsl
merrer. The Service Secretaries and Chiefs will then present statements
on thsir respective Services.

Upon comp.etion of my statement, General Taylor, the Chairman of
th: Juint Ckilefs of Staff, is prepared to present his analysis of the
relstive mili*ary possures of the United Stetes and 1ts Allies and the
Sinc-Soviet Bloc.

Agair, because of the length of my statement, I weald like to
prasseri it in sectloms, if agreestle to tke Comrittee, holding myself
avaliarie for questioning et tke end of each section. The stetement
containe eleven sections, &5 shown in the Table of Contents. In
addition, there is attached to each cory & set of related Tables which
you mey wish to follow as we procesd through the statement.

Bv erd iarge, we have projected the forces and programs through

ficca” wear 1968, five yaers beyond the current fiscal yesr. As I
poirtei cur Lash year, the further we praject these prograws the more
rrovisional they should be considersd.  (Langes will have to b= made
&5 we move along and entirsly new projests, the need for whiash canmct
row be clazrly foresesn. wiil have to b: added, as has beer dnre this
yeir.

We bave aisc projected program cosis through fisce. yesr 13€8, but
thzse cost projections are still highly tentative. Iike all such projec-
tiones, they suffer from what might be celled a "bow wava" effest - a peakirg
of costs in the years following the budget year and & sterp tepering off in
the later years. The pes'dng 1s principally the result of two faztors:

1) the postponement to the next year of marginal and less urgent projects;
and 2) the fact tbat the program costs bsyord fiscal year 1964 have nct been
sut jected to the detailied and rigorous budget reviews accorded the 1964
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estimates. Thus, we are contipually pushing the peak of the program
before us as ve move from year to year; hence, the "bow wave' effect.

The downward slope in the later years of the 1964-68 period reflects our
inability to see very clearly the course of future events. This is the
typical downward bias inherent in all longer range projections, govermment
or industry. We know, for example, that same of the projects included
in the Research and Development program will advance to production and
deployment before the end of fiscal year 1968, although we are not sure
now wvhich ones will be so advanced. When the decision to produce and
deploy is made, the project is tranaferred to the appropriate mission-
oriented program, i.e., Strategic Retaliatory Forces, Continental Air and
Missile Defense Forces, General Purpose Forces or Airlift and Sealift
Forces, and additional funds are added to procure and operate the system.
Therefore, no precise conclusions as to the future course of the Defense
program can be drawn simply on the basis of such cost projections. They
are useful for internal Defense Department planning, but are in no sense
predictions of future budgets.

I also want to remind you that I will be talking about costs in
terms of "Total Obligational Authority”. Total Obligational Authority
represents the full cost of an annual increment of a program regardless
of the year in which the funds are authorized, appropriated or expended.
These costs will differ from New Obligational Authority in many cases,
especially in the Procurement accounts vhere certain prior year funds
are available to finance 1964 programs. Moreover, most of my discussion
will deal with the total cost of a program, including the directly
attributable costs of Military Personnel, Operation and Maintenance, as
well as Research and Development and Military Construction. A reconcilie-
tion of the program costs with the budget titles and appropriation accounts
for fiscal years 1963 and 1964 is shown on Tables 21 and 22.

Throughout this discussion I will try to call to your attention all
major changes from the programs presented to you last year and give you
the reasons for them. This will tend to lengthen my statement somevhat,
but I believe you will want to know about these changes.



I. IRTRODUCTION

A. APPROACH TO THE FISCAL YEAR 196%-68 PROGRAM AND THE FISCAL YEAR 1964 BUDGET

This year, in contrast to last year when we had to develop a five-
year program from the ground up, we started the budgeting cycle with an
approved program projected through Fiscal Year 1967. This vas essentially
the same program I presented to the Committee last year. We realized, of
course, that changes in this program would be needed as time went on, first,
to reflect the mction of the Congress on our fiscal year 1963 budget, and
then to take account of all the mumerous changes which are bound to occur
in the internatiopal situation, in our requirements for military forces,
in technology and in costs. Accordingly, we established last summer a
program change procedure designed to provide an orderly method for pro-
poeing, reviewing and approving program changes. The procedure affords
all elements in the Defense Department concerned with a particular proposal
& full opportunity to present their views. For example, an Air Force pro-
posal to modify its airlift fleet would be referred to the Army for comment
as a user; to the Navy beceuse of its impact on the sealift requirement;
to the Joint Chiefs of Staff as representatives of the using commands, as
well as to appropriate parts of my office. When all of these views have
been assembled, Mr. Gilpatric or I review each proposal and render a
decision or, in same cases, ask for further study. Where major issues
are involved we discuss the matter in greater detail with our principal
military and civilian advisors. Indeed, such major issues as the RS-TO,
NIKE-ZEUS, strategic forces, etc., were given individual &»3d exiensivc study
by the Chiefs, and their views were considered before the decisions were
made.

The program change procedure went into effect last July and, up
until the time the budget estimates were submitted in early October,
several hundred program change proposals were received. These program
changes would have added about $40 billion to the previously approved
1964-6T7 program base. The sizeable sums requested were by no means
unexpected, inssmuch as we had elimipated the arbitrary budget ceilings
which had been used prior to 1961.

The program change procedure has unquestionably increased the work-
load on the Office of the Secretary of Defense, but I was particularly
anxious that nothing should be done to discourage the Military Departments
from submitting any program change they felt was necessary for the defense
of the Nation. This was consistent with President Kennedy's instructions
to me to: (1) develop the force structure necessary to meet our military
requirements without regard to arbitrary budget ceilings, and (2) procure
and operate this force at the lowest possible cost.

The total of the fiscal year 1964 programs and budgets submitted
by the Services and Defense Agencies amounted to $67 billion. All of



the budgets were carefully reviewed jointly by the budget examiners of my
office and the Bureau of the Budget, &s has been the custom in the past.
The analyses resulting from this review were forwarded to me for decision.
In consultation with our principal advisors, Mr. Gilpatric and I then
thoroughly reviewed all of the outstanding issues. Our decisions were
transmitted to the respective Services and, in the final step of our
review, outstanding differences were resolved. As a result of this
review, we were able to reduce the approximately $67 billion requested by
the Services to the total of $53.7 billion in new cbligational authority
recammended in the President's budget.

Admittedly, the President's budget does not include every program
desired by the various elements of the Defense establishment. Many of
the items deleted during the budget review, although important perhaps
from the viewpoint of one Department, were redundant in terms of the
Defense program as a whole. This type of overlapping of proposed
programs is inherent in the way the Defense Department is organized,
and it is not necessarily undesirable. It does assist in presenting to
the top management of the Department of Defense a wider range of alterna-
tives from which to choose, but it also requires some hard-headed decisions
in the program and budget reviews in order to prevent uneconcamical duplication
of effort.

Then, there are a large number of desirable, though marginal or
postponable, programs and activities which are always left to be screened
out by the Secretary. Although this, too, increases the workload in my
office, I believe we can adequately cope with it. We make this additional
effort in order to ensure that every project or activity deemed important
to our national security by any element of the Defense establishment is
given consideration in the formulation of the over-all Defense program and

budget.

In adding to a Defense budget as large as the one we now have, we begin
40 encounter the law of diminishing returns, where each additional increment
of resources spplied produces a smaller increment of overall defense capa-
bility. While the benefits to be gained from each additional increment
cannot be measured with precision, careful cost-effectiveness analysis can
grestly assist in eliminating those program proposals which clearly con-
tribute little military worth in relation to the resource expenditures
involved. We have applied this principle throughout our program and budget
reviews.

Obviously, the value of another billion dollars spent for Defense
also depends on changes in the world situation and the militery effort
undertaken by our antegoniets. A large increase in the Soviet defenase
budget, for example, could substantially increase the value of an additional
increment to our own Defense budget. A further tightening of tenmsions or
belligerent actions against the United States or its allies migh well
increase the relative value of additional militery effort. Our Communist
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opponents have greatly extended the range of conflict to cover virtually
every aspect of human activity. And we, together with our allies, must
carefully allocate our defense effort to ensure that we can meet the
challenge on every front and at every level. An aspessment of the present
and prospective international situation and the military programs of our
principal opponents is therefore highly pertinemt:to any discussion of
the Defense program and budget.

B. ASSESSMENT OF THE INTERNATIONAL STTUATION AS IT BEARS OR MILITARY
POLICIES ARD PROGRAMS

last year, when our attention was focused particularly on the Berlin
erisis, I pointed out that the Defense program we were recomuending wes
geared to our global requirements over the long-term, and not simply to
the immediate situation as it then obtained. Since that time, the Ration
and, indeed, the whole world has gone through ancther crisis, precipitated
again by the Soviet Union, this time in Cuba. I believe it is ¢lear from
the actions taken by the President last October that the United States
Government viewed with the greatest concern the sudden intrusion of Soviet
offensive weapons in Cuba, only 90 miles from our own shores. However, as
acute as this crisis was, and the after-effects have yet to be fully
1iquidated, it did not then and should not now distract owr attention from
the more fundamental and far-reaching challenge which Commmnism poses to
the Free World. Without in any way minimizing the grave threat to owr
pational security which would have been posed by Soviet nuclear armed
ballistic missiles in Cuba, or, for that matter, the Soviet military
presence in that country, those missiles represented but a small part
of the toteal Communist threat to Freedom.

Even while the Soviet Union was attempting to extend its offensive
military power directly into Cuba, the undeclared war against the Government
of South Vietnam continued and & new overt military aggression was launched
against India by the Chinese Communists. In Europe, Soviet pressure on
the Allied position in Berlin continued unabated. In the Kear East, the
Coammmists were seeking to make inroads in the Arabian peninsula. In
Africa, their efforts to exploit dissension and unrest in the Congo hed
been temporarily thwarted by the actions of the United Nations. All of
these crises or probing actions are simply the more obvious manifestations
of the Commmist drive toward their basic objective of world domination.

This objective is held by both the Soviet Union and Commanist
China, but very distinct differences in tactics have become apparent.
And, indeed, there is increasing evidence that the apparent monolithic
structure of world Communism has been fractured, perhaps irreparably.
There is emerging a bi-polarization of power in the Communist camp, the
Chinese Commnists trying to capture control of the Communist revolution
and the Soviet Communists seeking to retain their present leadership.
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Although we may draw some comfort from this falling out between
the Cammunist giants, the world situation remains perilous, nevertheless.
The destruction of freedom and free nations is still the uitimate objective
of both countries, but each is seeking to attain the objective in its own
way, and to capture the spoils for itself.

0ddly enough, in this struggle for power in the Commmunist camp, the
weaker of the two rivels is by far the more belligerent and the more
reckless, and therefore, very dangerous to the peace of the warld. The
reason for this difference is not hard to firnd. The Soviet Union, after
45 years of unrelenting sacrifice and deprivation, is finally emerging
from its status as a "have not" nation. Mainland China, however, after
13 years of Communist rule, has barely, if at all, made a start toward
self-sufficiency. Her econcmic condition is desperate. The Soviet Union
today has a great deal to lose in a nuclear war -- materlal wealth as
well as human ]life. The econcmically impoverished Chinese Communists,
to whom human life has little value, believe they have much less to lose.
It is not surprising, therefore, that the Red Chinese are much more ready
than the Soviet lesdership to risk even nuclear war. And, indeed, the
Chinese Cammunists have been quick to take the road of active belligerency
in Korea, in Tibet and now in India.

But while war and the threat of war have rightly occupied most of
our attention, we must not neglect the fact that the struggle with
Commmism is continuing through other means. As long as serious political
and economic instability exists in any part of the world, the Communists
will have an opportunity to enlarge the aree of the struggle. Even now
they continue to demonstrate their ability to take quick advantage of
any breakdown of law and order in any part of the world and to identify
themselves with any change in the status quo or with any emerging threat
to existing authority.

In this regard, there has been no change in the policy of the
Soviet Union to encourage what Mr. Khrushthev calls “wars of national
liberation"” or "popular revolts”, and which we know as covert armed
aggression, guerrilla warfare and subversion. And the Soviet Union
has not diminished its efforts through the more gubtle means of econcmic
and military aid, political intrigue and propaganda to win over the
neutral and emerging nations of the world to the cause of Commmnism. From
Africe to the Near East, from Southeast Asia to Latin America, the pattern
i8 the same. We may expect that the struggle in this ares will intensify
and we must be prepared to meet the challenge.

1. latin Americe
Although the Cuban crisis has greatly solidified the unity and

cohesion of the Americen states, the threat of Commnism has by no means
abated, and & Communist government still rules in Cuba. Our forceful
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response to the threat of armed aggression from Cuba no doubt has dimin-
ished for the present the military aspect of the threat. But this simply
means that Cammmnist efforts will be shifted to other areas, and the
Castroist Commmnist sabotage last fall in Venezuela is but one of the
more violent examples of this danger. More important from the longer
term point of view ig the fundamental instability engendered by the
widespread lack of adequate economic progress. So long as hunger and
econamic instability persist in Latin America, the danger of Communism
will be ever present. Indeed, it is not an overt-armed Commmist attack
that is the resl danger in this part of the world, or even Commmnist
sabotage and subversion -- the real danger lies in the discouragement,
dieillusionment and despair of the pecple as a result of the relatively
slow rate of economic and social progress.

Prior to fiscal year 1962, U.S. military assistance to Latin America
was geared to a concept of hemi spheric defense which envisaged the direct
participation by Latin Americen forces in any large-scale conflict. A
thorough review of the program convinced us that, except for specific
cases where properly equipped naval and air forces could make a signifi-
cant contribution to the solution of the anti-submarine warfare problem,
this concept of hemispheric defense was becoming increasingly unrealistic.
The main threat in Latin America today is that of Communist subversion
and indirect attack, and not overt military aggression from outside the
hemisphere. Accordingly, sbout one-half of the approximately $75 million
per year of militery assistance which the United States is presently
providing for Latin America is devoted to equipment and training for internal
security purposes, with special emphasis on counterinsurgency training.

The major portion of the balance is directed to the support of selacted ASW
forces. Although we fully recognize that the problem is essentially
political and econamic, +he maintenance of law and order iz an essential
prerequisite to social and economic progress.

In addition to internal securlty, our program is also designed to
contribute to econamic and sociel development through vhat we call "elvic
action” projects. These projects, in such fields ss agriculture, trans-
portation, communications, health and sanitation, are beneficial to the
people generally. Outstandingly successful programs of this sort have
bean conducted in Bolivia, Brazil, Chile, Columbia and Honduras. More
recently we have instituted a similar program in Equador and we are
currently developing projects for other latin American countries, including
El Salvador, Guatemala and Peru. Civic action projects are jointly funded
by the Military Assistance Program and ATD, with MAP providing the military
equipment and related training.

But the Military Assistance Program will not in itself solve the
problem of political instability which arises from the continued economic
difficulties in much of Latin America, and herein lies the ‘real danger of
future Communist penetration. It was to meet this more fundamental problem
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that President Kennedy last year launched the Alliance for Progress
which committed the United States to a long-term program of economic
aid and technical assistance for cur Latin American neighbors. This
aid -- as explicitly provided in the Charter of Punta del Este --

was contingent on self-help and econcmic reform, vhich in our view are
absolutely indispensable to future economic growth and social progress.
Without these vital domestic measures, external assistance, no matter
how large, cannot succeed in achieving the purpose for which intended.

Although the United States fulfilled its pledge at Punta del Este
to provide $1 billion of economic aid during the year which ended in
March 1962, and is prepared to continue its assistance during the year
ahead on the same genersl order of magnitude, progress has not been
fully satisfactory. First, the level of self-help has not been
sufficiently high, and second, the necessary conditions have not yet
been created to encourage private investment, both domestic and forelgn.
Indeed, foreign private investment in ILatin America has actually declined
and the flight of private domestic capital has, in some cases, reached
serious proportions. Yet, without substantial private investment, both
domestic and foreign, the vest needs of Latin America will never dbe
satisfied, since public funds on a scale anywhere near adequate to meet
the requirement simply do not exist.

The United States Government has not hesitated to bring these
shortcamings before the Inter-American Economic and Social Council,
where we have urged that every possible measure be taken to create an
environment attractive to foreign private investment, and to expand
the role of private enterprise in the econcamies of lLatin America. We
are confident that further progress will be made in this direction, but
the American people must be willing to continue to cerry the burden
of economic aid to Latin America for scme time to come. Thils effort,
seen in the context of the wider struggle between the Commnists and
the Pree World, deserves a place of highest priority in our national
security program. It is the most productive expenditure we can make
to thwart the threat of Communism in that part of the world so important
to our own security.

2. Africa

Africe 1s another area in which the Communists will try to take
advantage of any political and economic instability. Although overt
Cammunist military aggression egainst Africa is concelwable, it is
not very probable because of the logistic difficulties involved. The
real danger here is quite similar to that in ILatin Americe, namely,
that the Coamunists could gain a foothold by subverting and overthrowing
an existing government. When we consider the large number of newly
independent countries on that continent, the many opportunities for
trouble-making become readily apparent. We and our Free World allies



have the military power, both in kind and in quantity, to preclude an
overt Communist military attack on any African country, but we do not
have the means to prevent Communist infiltration, subversion and other
forms of covert aggression. Our best hope to foreclose the extension
of Communist influence in Africa, therefore, is to assist the new
nations of that continent in their efforts to puild viable societies.
This we can do by giving them economic and technicel assistance, and
whatever militery assistance is needed to ensure internal security.

Here, again, we also hope to use the Military Assistance Program to
support Civic Action projects in selected African nations.

We do not and need not carry the whole burden of helping to
safeguard freedom in Africa. Other Tree nations, particularly the
United Kingdom end France, also have interests and responsibilities in
that part of the world, as does the United Nations. Our policy is not
to supplant the assistance already being furnished by the metropole
countries to their former colonies, but rather to supplement their pro-
grams where needed, and to help those countries where no other source of
gid is available. Qur Military Assistance Program for all of Africa
amounts to only about $35 million per year, two-thirds of which is for
Ethiopiz and Morocco. Our programs in tropical Africa are Very modest
and are directed at internal security.

More important from the longer term point of view are the economic
and technical assistence programs. Here, again, we share this task with
the other economically advanced nations of the Free World. But even with
21l the help that can be reasonably expected, the development of the
African nations into modern viable societies will be a long, arduous
and costly task.

3. Near East

In the Near East we face quite a different kind of situation. While
most of the countries in this area are still politically unstable and
economically underdeveloped, some are mich further slong in their efforts
to modernize. Moreover, a number of them, Greece, Turkey and Iran, border
on the Soviet Bloc end are thus directly exposed to Communist military
power. To these three nations, we have made certain firm military com-
mitments, and they have long been the recipients of U. 5. military
assistance in the area. Since Greece and Turkey are members of NATO and
will be dealt with in that context, I shall omit them from this part of
the discussion.

Although we provide some grant military aid to certain other Near
Eastern countries, notebly Jorden and Sgudi Arabia, we do not share mem-
bership with these countries in any military regionsl organization. In
general, our interest in this area is to help create an enviromment in
which each of the nations can maintain internal stability and develop in its
own way without feer of attack from its neighbors or from the Communist Bloc.



This is a difficult and exacting role at best. It is particularly
difficult where so many nations are divided, not only by the power struggles
and rivalries of the moment, but also by mutual fears and suspicions whose
origins are buried deep in history. This mmsettled eituation has been
further complicated by the intervention of the Soviet Union in the area
by giving military at well as economic aid t¢ some of the nations in the
hope of enhancing its influence. The massive Soviet military assistance
given to the United Axeh Republic, in particular; has grevely upset the
valance of power in that part of the world, nct only between thst country
and Israsl, but alsc between it ané the smalier Arab states. This develop-
ment has made it necessary for the U.S. to furnish moderate amounts of
military equipment and supplies to the other nations in the Near East.

The U.S. Goverrment hus agreed, for examyie, to sell acme HAWK anti-
aireraft miesiles to Israel to offset lmrge Soviet deliveries of modern
fighters and bombers to the UAR. Depending upon future Soviet arms
shipments or other sctions that tend to distwrb the always precarious
stebility of the sres, we may £ind it necessary to increass our military
aid to still other Near Eastern States.

Iran, with whom we have & mutual cooperstion &greement iz one of the
most vulnerable countries to Soviet encroschment, overt or covert. The
U.S. has for many years been furnishing Iran with both economic and
military assistance, and some progress hac been made in strengthening both
its economy and its defenses. But Iran borders directly on the Soviet
Union, and even though the terrain favors the defense, we could not expect
Iran to withstand alone for very long a major attack from fts northern
neighbor. The defense of Iran against such an sttack couid not be separated
from the larger problem of the collestive defense of the Free World.

Howaver, while we cannot discount ccupietely the possibility of an
overt Soviet aniack on Iran; the more 1ikely contingency is a covert or
ambiguous aggressior, using 3iasiGent elements in Irar cr neighboring
nations to pave the way for ultimase Comunist takeover. Accordingly,
our military assistsnce objective in Iran it to help that mation build
up its forces for internal security an? to discoursge minor incursions
scross itz borders. Our ezonomic ais progran is gecigned to contribute
to the general improvement of economic and social condition: which here,
ac elsewhere ir the world, is the best defense sgainst the spresd of
Comuniem. To this end, we are &leo aseisting the Iranian armed forces
with their own large civic action PTOgram.

k. South Aele

The situstior ip Soutk Asia is now reeching the criticsal point.
After several yearz of nibbiing at the northern borders of India, the
Chinese Cormuniste last Octabder imunched an attack in strength and seized

large areas of Indisrt territory. Thils sttack, ccnsijering 1ts scope
and character, obviously took maly meaths te prepare and involved &

’
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staggering logistics effort. It also constituted a drain on an already
greatly strained economy. Both of these factors, plus India’'s determina-
tion to defend its freedom and the Western determination to help her do so,
glve us grounds for confidence that this new Chinese Commmist bid for
expansion will also fail.

Although the United States has been furnishing large-scale military
assistance tc Indis's neighbor, Pakistan, since 1954 under a mutual
defense agreement, the Government of India has until now not sought grant
military aid. India has from time-to-time bought some military equipment
from the U.S., but its major source of supply has been the United Kingdom.
Last October, however, the Indian Government urgently requested aid from
us and we quickly respcuded. A U.S. mission headed by Asgistant Secretary
of State Harriman (a5 well ss & U.K. mission) made & rapid on-the-spot
survey of the Indian situation and recommended that a limited military
aild program be undertaken immediately. The recommendations of the
Barriman.miesion were approved in principle by the President and a three-
phase military aid progran i8 now underwvay.

In the first phase, which is now virtually complete, we are providing
materiel such as mortars, machipe guns, ammunition, mines, communications
equipment, and airlift support urgently needed by Indian forces immediately
in the forward ares. Some of this equipment was airlifted and the remainder
is being sent by sea. $60 million was allocated for Fhase 1, with the
Commonwealth nations providing & like amount of aid. The Indien Government
has promised tc repay the U.S. for this aid, including the cost of trans-
portation, in local currency.

The second phase of this program will concentrate on a study of Indian

. dsfenses agains: air attack. The equipment, If any, to be provided in this

phase will be Jetermined after a detslled assessment of India's requirements.
Such an assessme=t ie now underway.

During the finsl phase, which will begin later this year, proposals
for moderaizetion snd poscitle expansion of Indien armed forces will be
considered.

The security and Znispendence of India are matters of urgent concern

10 the entire Free Worli. We have already made massive investments in

that country‘’s economic development, both to benefit the Indians and to
demonstrate to the people of ell underdevelcoped nations that there is a
streighter and smoother road to economic and social progress than Communism.
Now we must considsr what is required to help defend the frults of our mutual
efforts. '

One compliceting facher in this situation is the deep-rooted antagonism

still existing betweer India and Pakistan. The United States has taken
great pains to assure the Govermment of Pakistan that our aid to Indis will

|
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not be at the expense of Pakistan's security to which we are committed
under our mutual defense agreements. It is our belief that both India
and Pakistan must now recognize that they face a common enemy to the
north in Communist Chine,that from this recognition must come the
impetus for resolution of their differences and that in the future
their efforts must be directed against the resl threat in Asia rather
than dissipated against each other.

5. Southeast Asia

In Southeast Asia the Communlsts have for the present foregone
the use of open armed aggression in favor of the more covert techniques
of subversion, insurgency and guerrilla warfare; in other words, vhat
Mr. Khrushchev calls "popular revolts'. Although the principal arena
of the struggle at the moment is South Vietnam, it could easlly spread
to neighboring areas.

For example, the situation in Laos is still quite precarious. We
have withdrawn our military advisors and training miesions but we have
as yet no assurance that the other side has done the same. Meanwhile,
we are doing what we can to gtabilize the situation by asgisting the
Govermment of Iaos in meeting its financial responsibilities. We are
under no illusions that stability has been esteblished in that country
or that the Ccmmunists have given up their espirations for complete
political control. However, we are taking political and economic
measures and have extended certain military aseistance within the
framework of the Geneva Agreements to strengthen and maintain the non-
Commmnist elements in Iaos and their resistance against Communist threats
to take over. Of course, we must remain alert and be prepared to take
whatever measures may be necessary 1o safeguard the freedom of the
neighboring countries, as we did last year when it appeared that the
Commmunists might overrun leos and invade Thailsnd.

In Vietnar we sre continuing to support the government in its
undeclared wor ageinst the Communist guerrillas. In addition to large-
seale economic and military assistance; we &are also maintaining a very
substantial training mission in that country. Including the Military
Assistance Advisory Groug, there is now & ¢ota; of more than 11,000
U.5. military personnel in Vietnam, providing training, airlift, communi-
cations and advice to Vietnamese forces; and administering the Military
Assistance Program.

As I have said before on seversl occasions, victory over the Viet
Cong will most likely take many years. But now, as & result of the opera-
tions of the last year, there is & nevw feeling of confidence, not only
on the part of the Government of South Vietnam but also among the populace,
that victory is possible. Althoug: there haa probably been some increase
in the gtrength of organized Viet Cong units, with greater confidence in
the Govermment's ability to maintain law and cvder, suport of the Viet Cong
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among the pecple appears to be declining. Viet Cong units are finding
it increasingly difficult to gain recruits in the central highlands and
to obtain food supplies from the local population. The Government's
program of fortified or strategic hamlets has made a major contribution
to the Viet Cong difficulties. In general, with better communications,
better training and better equipment for the local defense forces, as
well as for the central forces, the ability of the Government to cope
with the guerrilles is improving.

We are not unmindful of the fact that the pressures on South
Vietnam may well continue through infiltration via the Laos corridor.
For are we unmindful of the possibility that the Commmunists, sensing
defeat in their covert efforts, might resort to overt aggression from
North Vietnam. Obviously, this latter contlngency could require a
greater direct participation by the United States. The survival of an
independent government in South Vietnam is so important to the security
of all of Southeast Asia and to the Free World that we must be prepared
to take all necessary measures within our capability to prevent a
Communist victory. However, short of such an overt attack, I believe
the measures we are already taking in support of South Vietnam will
eventunlly achieve their cbjective.

In this connection, we are both teaching and learning in South
Vietnam. Personnel from all four of our Military Services are being
rotated to South Vietnam, both to asslst in the organization and training
of the indigenous forces and to gain practical experience in counterguerrilla
warfare. The experience that they bring back with them greatly enriches the
training of other United States military personnel and assists in the develop-
ment of new techniques and dovtrine for counterinsurgency cperations. 1In
this way, we hsve considerably improved the training of the counterinsur-
gency uritz of the Army and the Alr Force.

Wh!le there ars no U.S. ground combet troops in other Southeast
Asisn countries at the present time, we are continuing to furnish military
assistence, includipg training, to most of the free nations there. Thailand
with 1%s 1,000 mile frontier on Laos has assumed inereased importance as &
fozgl point for U.S. security efforts in Southeast Asia. We are now engaged
in & major effort to assist the Covernment of Thailand in improving the
capability of its military force to meet Commmist infiltration and sub-
version, and in strengthening its internsl military communications and
logistic facilities. We do not expect that this military assistance will
enstle Thailand to withstend an all-out military attack by Communist China,
but it should help them to maintain internal security and, in the event of
a mejor eggression, provids at iesst en initisl resistance until other
Free World forces could be deployed to the defense.

Today, all of Southeast Asia ie highly vulnerzble to Commmist
eggression, both cpei and covert; this gituatios constitutes for the

Upited Stetes spl the rest of the Free World & major threat for which we
must provide in the design and decioyment of our own military forces.
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6. Far East

The principal threat in the Far East, as well as in South and Southeast
Asia, is Commmist China, for the Soviet Union is unlikely to initlate a
wvar in the Pacific alone. Although the eituation in the Far Bast has
remained feirly stable during the last year, the threat of aggression
from Communist China has not abated. It may well be that the loglstic
effort involved in the Chinese Communist attack on India will detract
from their ability to undertake military adventures elsewhere. But
we know from experience that the pressure can be quickly shifted from
India to Southeast Asia, Korea or Formosa, or even Japan or the
Philippines, and we must continue to help guard all of these areas.

Our principal effort in the Far Eaest is still in Korea where we
maintein two divisions and are helping to support 18 Korean Army
divisions and one Marine division. Korea is still the largest recipient
of U.S. military assistance and is also the recipient of a very substantial
amount of economic aid. Although the Korean Government is studying the
possibility of reducing scmewhat the size of its sctive army which inhibits
the country's econcmic development, there seems to be little likelihood
in the near future of being able to reduce gignificantly the economic and
military assistance we must provide that country. Moreover, in the event
of a renewed Commmist attack on that country, Korea would need very sub-
stantial direct military help from the United States, and this too must
be tsken into account in calculating our own military force reguirements.

We also have specific responsibllities to assist in the defense of
our other friends and allies in the Far East -- the Philippines, the
Republic of China, and Japan. By and large, our comtribution to the
joint defensive effort in the event of attack on one or more of these
countries would be in the form of nava) anl air power which lie within
the capability of our present and plammed forces =- both active andi reserve.

All in ell, the relative strengih of Free World countries in the
Far East continues to improve. Japen is growing in econamic and milltary
strength. Although scomewbat less drsmetically, the Philippines are also
progressing well. Considering the heavy burden of military requirements,
the Republic of China has msde notable advances. Nevertheless, the large
standing forces mainteined by the Republic of Chinpa continue to constitute
& major drag on economlec development.

7. NATO

T have deliberately deferred to the last the discussion of the
NATO area. Eurcpean NATC, wlth & population of more than a third of
a billion and a GNP of well over $350 billion a year, is still a principal
bastion egeinst the spread of Communiem. The six Common Market nations,
plus the United Kirgdom, by themselves have a total population, & military
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manpower pool and a GNP well in excess of that of the Soviet Union.
Moreover, the rate of economic growth of the Cammon Market nations compares
very favorably with that of the Soviet Union and they have been able to
provide their people with a much higher standard of living.

With the continued growth and extension of the Common Market, coupled
with an increasing degree of political integration,in time there will
inevitably develcp in Europe a new power center, more nearly the equal
" of the Soviet Union and its European sateliites. With the manpower,
production capacity, and technical and scientific skills available to
them, the nations of Eurcpe should not only be able to provide larger
contributions to their own defense but should also be in a positiom to
contribute more to the defense of freedcm in other parts of the world.

In view of this growing strength, some basic changes in our present
arrangements with our NATO partners would be very much in order. We
have no desire to dominate NATO. In fact, we would be very happy to
share more equitably the heavy burdens we now carry in the collective
defense of the Free World. But as long as we do carry so great a share
of the total burden, we cannot escape carrying a proporticnately large
share of the responsibility for leadership and direction.

This is particularly true with regard to the strategic nuclear
forces, the great bulk of which is provided by the United States for the
defense of NATO. RNATO is founded on the concept of ccllective defense.

We have all agreed that an attack upon one would be considered an attack
against all. Therefore, a decision to invoke the use of strategic nuclear
weapons with their tremendous destructive potential and speed of delivery
against another nuclear power would almost inevitebly involve all the
menbers cf the Alliance in & global nuclear war.

Moreover, the targets against which such weapons would be used must,
as a practical matter, be viewed as & single system. Because of the speed
et which such an exchange would take place -- and as missiles became the
predominant part of the strategic nuciear forces on both sides, the time
would be reduced to minutes -- decisions rust be made and executed
promptly. Targets mus* be sllocated to weapons in advance (of course,
with options) and in a very carefully planned manner, taking into account
the character of the targets, their urgency, importance and degree of
hardness, as well as the character of the weapons, their range, yield,
accuracy and speed.

Clearly, under these conditions, & partial and uncoordinated
response could pe fatal to the intereste of all the members of NATO.
That is why we have consistently etressed the importance of a single,
integrated strategic nuclesr force responsive to a single chain of command,
to be employed in & fully integrated menner egainst vhat is truly en
indivisible target sycten.
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The essential point here is not that this force must be under
exclusive U.S. control but that we rmst avoid the fragmentation and
compartmentalization of NATO's nuclear power, which could be dangerous
to us all. If our Eurcpean NATO partners wish to create a Eurcpean
strategic nuclear force, we certainly should have no objections. But
we should insist that that force be closely integrated with our own 8o
that it could be jolntly targeted and directed in & coordinated fashion.

Furthermore, we are convinced that such & force could be success-
fully built only as a collective Eurcpean undertaking and not on the basis
of separate national efforts. We well know the heavy costs involved in
creating and maintaining a strategic nuclear force. Our own nuclear
forces cost us about $15 billion a year,almost as much as all of our
Eurcpean allies, together, spend on their total defense programs. Even
assuming & continued high rate of economic growth, it would take the
combined resources of all of them to create a truly significant nuclear
capability with which to face the Soviet threat. That is why I said
last year at Ann Arbor that weak "national” nuclear forces operating
independently would be very costly and of questionable effectiveness.

The United States does not oppose a nuclear capability for our

NATO partners. In fact, we have for many years been providing them with
tactical nuclear capeble weapon systems, although the nuclear warheads
are retained, in accordance with our laws, under U.S. control. We have
provided training in the use of these weapons to a large number of allied
military personnel. We are making every possible effort to keep our RATO
partners fully informed of the problems of nuclear war and the measures
we are taking to deal with them. And last year we announced that we had
earmarked e fully operational POLARIS force to the RATO Command.

T+ wes in this same spirit of mutual confidence and support that
we recently entered into a new series of agreements on nuclear armaments
with the United Kingdom at Nassau. The immediste igsue between the two
governments in this area arose from our judgment that the SKYBOLT air-to-
ground missile should not be developed and procured for our own strategic
forces, for reasons which I will discuss later in connection with the
Strategic Retaliatory Forces Program. This judgment created a major problem
for the U.K., whick had planned to buy 100 of these missiles to equip their
VULCAI;6 bombers in order to extend the useful life of these gireraft through
the 1960's.

In 1960, the United States entered into an egreement with the U.K,
to make aveilable, under certsin conditions, SKYBOLT misgiles if we
proceeded with production. We wmdertock to bear the entire cost of
the SKYBOLT development. The British undertook to bear the costs of
adapting the missile o their bonbers and their warheads. The entire
agreemant was contingent upor the suzcessful development of the missile
and ite use by the United States. In the event that we found it undesirable
- to complete the program, the Britieh woxld have the right to continue further
development at their own expense.

16



The President, wishing to assist the U.X. in every possible way to
adjust to our cancellation of SKYBOLT, explored with the British Prime
Minister at Nassau a number of possible altermatives. As one alternative,
the President offered to continue the development of SKYBOLT as a joint
enterprise with the U.K. with each country bearing equal shares of the
future cost to complete development, after which the U.K. would be able
to place a production order to meet its requirements. This offer went
considerably beyond the original agreement, under which the U.X. would
bave had to stand the fuil cost of further development, but the British
Prime Minister decided not to eccept it in the light of the uncertainties
involved in the prcject.

Another alternative suggested by the President was the use of the
HOUND DOG missile, but because of the technical difficulties involved
in adapting this missile to the Britisk V bambers, the Prime Minister
declined this suggestion also.

A third alternastive considered was the sale of POLARIS missiles to
the U.K., with that country furnishing its own submarines and warheads.
This was the alternative suggested and favored by the U.K. Both the
Prime Minister and the President recognized that such an arrangement
could not only meet the needs of the U.K. but could also open wp entirely
new opportunities for enhancing the unity and cohesion of the KATO
Alliance by making possible the creation of a truly rmilti-lateral NATO
nuclear force. The United States will not only sell to the United Kingdom
the POLARIS missiles and associated equipment but will also provide
technical assistance and such other support as may be later agreed upon.
The ballistic missile submarines constructed under the agreement will be
assigned as part of & NATO nuclear force and targeted in accordance with
NATO plans. Tne U.S., on its part, will assign at least equal forces to
the NATC Command. And, except where supreme national interests are at
steke, these forces will be used sclely for purposes of international
defense of the Western Alliance.

Pe make a start in the development of a multi-lateral NATO nuclear
force, it wae agreed thet some part cf the U.S. and U.K. nuclear forces
glresly in ex’stence coull be assigned to NATC and targeted in accordance
w.th NATO plens, including allocatiors from U.S. strateglc forces, from
the U.K. Bomber Commard, and from tactical nuclear forces now held in
Europe.

The President also decided that the United States should invite
Frence, the only other NATO nuclear power, to participate in this multi-
1ateral force on terms simiisr to those offered the United Kingdom,
although iumplementatiion of the agreemeut between the U.S. and the U.K.
iz not contingent on French participation. It is also contemplated that
cirey NATO nations will be invited tc participate in such & force, although
tine specific metacd of participetion has not teen decided upon.
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. Although we are still much too close to the event to view it in
historic perspective, I believe that time will show the Nassau Pact
to be a major milestone in the long march to a truly interdependent
Atlantic Alliance, the goal proclaimed by President Kennedy at
Philadelphia last July 4th. We hope that all our Eurcpean partners
will view this opportunity in the same light and join with us in
making it a reality.

But the creation of a mlti-lateral NATO nuclear force will not
lessen the need for sizeasble conventicnal forces in Europe, and this
fact was clearly recognized at Nassau. The possibility that we may
have to fight non-nuclear wars in Southeast Asia, the Middle East and
other areas of the world is accerted, gemerally, without argument, but
not so with regard to Europe. For scme unsccountable reason many people
believe that any military action in Eurcpe, short of a very minor probe,
would require the immediate use of nuclear weapons, and I stress the
word "immediste". Certainly, a massive attack on Western Eurcpe would
have to be met with whatever weapons are required to counter it. That hes
always been the policy of the Western Aiilance. And, I have repeatedly
stated before this Comnittee that "even in limited war situations we should
not preclude the use of tactical nuclear weapons. "

However, we may well be faced with situations in Burope where it
would not be to the advantege of ourselves or our Allies to use even
tactical nuclear weapons initially -- provided we had the capability
to deal with them through non-nuclear means. Nuclear wespons, even
in the lower kiloton renges, are extremely desiructive devices and
hardly the preferred weapons to defend such heavily populated areas as
Europe. Furthermore, while it does not necessarily follow that the use
of tectical nuclear weapons must inevitably escalate into global nuclear
war, it does present & very definite threshhold, beyond which we enter a
vast unknown.

This does not mean that the NATO forces can or should do without
tactical nuclear weapons. Om the contrary, we must continue to strengthen
end modernize our tactical nuclear capabilities to deal with an attack
where the opponent employs such weapons first, or any attack by conventional
forces which puts Eurcps in danger of being overrun. We mean to defend
Eurcpe with every kind of weapon needed.

But we must also substantially increase our non-nuclear capablilities
to foreclose to our opponent the fresdom of action he would otherwise
have, or believe he would have, in lesser military provocations. We must
be in & position to confront him at any level ¢? provocation with an
eppropriate military response. The decision to employ tactical nuclear
‘weapons should not be forced upon us simply because we have no other wvay
to cope with a particular situaticr. The NaT0D powers have all the resources,
the talents and the skille needed to match our opponent at any level of
effort in Europe. I will discuss thir point in greater detail in context
. with our plans for the General Purpose Foircee.
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The most critical problem at issue between East and West in Europe
continues to be the fate of Berlin. Our sharp c¢onfrontation of the
Soviets in the Caribbean no doubt upset their agenda for Berlin. Their
stationing of nuclear armed ballistic missiles in Cuba was directly
related to that agenda. The psychological if not the military threat that
these missiles would have posed to our own homeland was apparently the
trump card which Mr. Khrushchev intended to play in the next round of
negotiations on the status of Berlin.

The set-back dealt Soviet plans in Cuba may have postponed an
incipient crisis in Berlin, but did not remove the latent danger in
that area. East Germany 1is still in dire straits, hoth economically
and politically. The freedom and prosperity of West Berlin still stand
in stark contrast to the oppression and misery behind the wall. Not-
withstanding the wall, the barbed wire and the bullets of the VOPO's,
East Berliners still almost daily take the desperate gamble of trying
to and sometimes succeeding in escaping to freedom. Although from
our point of view, the obvious sclution would be to improve the political,
social, and economic conditione in East Berlin and for that matter in
ell of East Germany, the Communists instead still hope to solve the dilemma
by obliterating freedom In West Berlin.

This we cannot permit. The United States, England, and France as
the occupying powers, have a legal and moral responsibllity to the two
million people in West Berlin. We cannot abdicaete that responsibility
without casting grave doubts on our determination and ability to defend
freedom in Europe, or -=- for that matter -- anywhere else in the world.
Thus, Berlin has become for us and our Allies the test of our resolve
to forestall any further encroachment of Conmunism upon the Free World.

C. STRENGTHS AND WEAKNESSES OF THE COMMUNIST BLOC

it is apparent from this brief survey of the intermaticnal
situation that in the years shead the Commnists will have many oppor-
tunities to create, if they so choose, new crises in virtually every corner
of the globe. Quarrels and armed conflicts will arise both between nations
end withir. nations without any help or instigation from international
Corrmunism. But we can be sure that the aspirants for bloc leadership will
not hesitate to exploit these difficulties for their own ends. Indeed, the
very keasnness of this competition has tended to increase their aggressive-
ness. While Communist Chine purports to favor violence and armed revolt
in extending the sway of Cammunism, the Soviet Unicn prefers to achieve
the same ends by more subtle means, resorting to force and violence only
where they see opportunities for the use of force without undue risk. In
either case, their efforts must be thwarted.

ST
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Although Commmmist China is the more reckless and belligerent of the
tvo, the Soviet Union has by far the greater capability to cause us
injury or otherwise damage the inmterests of the Free World. There is no
gainsaying that Soviet resources, industry and technology bave given
that country the potential to challenge the primacy of U.S. military power
in the world. While the size, variety, and power of our strategic re-
taliatory forces still greatily exceed those of the Soviets, the Kremlin
leaders have at their command the resources, production capacity, and
technology to produce strong forces of thelir own. We believe they will
continus to make great efforts to do so. The Soviet Uniom can also be :
expected to maintain large and well-equipped conventional forces to ensure
the internal security of the Soviet Uniocm, to.control its Buropean
satellites, to secure its Eastern frontiers and to threaten Western Burdpe.

1. The Soviet Union

In addition, we cammot preclude the poesibility that the Soviet
Union might seek to establish a direct military presence in cther parts
of the world, as they did in Cuba. But we believe thet they are well
aware of the dangers inherent in & direct confrontaticn between U.8. and
Soviet militery power in these areas where we hold & distinct military
edvantage. Accordingly, we may anticipate that the Soviet Union will
concentrate primarily on other means to extend its influence in these
areas, including opportunistic political support, econamic aid and
military assistance to nonaligned countries, and covert assistance to
dissident elements in countries allied with the Western powers.

But the resources and capabilities of the Soviet Union are by no
means unlimited. The stresses and strains of their efforts to catch
wp with the United States are becoming increasingly apparent.

We can also expect that the Soviet Uniomn will want to maintain
its great effort in space and astronautics, both for its value as &
symbol of scientific and technological excellence and for its potential
applications in peace or war. In addition, the Soviets have made great
promises to their people forecasting a Commmunist society of economic o
plenty. To keep this promise and to irpress on the rest of the world,
particularly the less econcmically developed countries, that Communism
18 the surest road to progress, the Soviet leadership will have to pro- .
vide for the continued growth of the civilian gector of thelr economy as
well. The rate of Soviet industrial growth, which averaged a little
more than 10 percent annually during the first half of the 1950's and
nearly 9 percent during the second half of that decads, is now down to
sbout 7 percent. While it is true that the gradual introduction of a
shorter work week contributed significantly to this slowdown during the
1950'e, the more recent declipe in the growth rate must be attributed in
great measure to the increasing damands of the military and space Progrems
for specialized, scarce, high-grade resources -- scientists, engineers,
highly-trained techniclans and high quality materials and caputers.



. This decline in the rate of growth of Soviet industry, coupled with
{ncreases in defense and space expenditures, has been accompanied by a
sharp drop in the rate of increase of new investment. Over-all investment
increased only about b percent in 1961 compared with year-to-year rises of
8 percent in 1960 and 13 percent in 1959. Almost all sectors of the
econamy were affected but the consumer industries fared the worst,
decreasing 10 percent below 1960.

The latest available information indicates that Soviet military
expenditures since 1958 have increased by about one-third, from an
estimated 13.7 billion new rubles in 1958 to sbout 18.1 billion rubles
in 1962. It is estimated that the Soviets plan to increase their defense
expenditures in 1963 by about one billion rubles. Roughly half of this
incresse ie related to the production and deployment of advanced weapon
systems (exclusive of RDI&E) -- which in twrn, has required extensive
nev investment in plent and equipment over the last several years. At
the same time, the Soviet Union has continued to maintain large military
forces. The reductions in military marpower anmounced in January 1960
hare spparently been ebandoned, and the total active duty strength of
Soviet military forces today, about 3.25 million, is not much less than
it was three years &go.

These additional defense costs can be supported only at the expense
of incresses in other sectors of the economy, including not only new
. {nvestmert but also what is termed in the Soviet budget "social-cultural
measures”. Thic is the category of the budget which includes funds for
education, health and social welfare, and a large pert of the Soviet
regsearch and dsvelopment program. The increase planned in this category
for 1962 was less than the average annual increase of past years.

The stvain on the Soviet economy is also being demonstrated in other
ways. Last June, Mr. Knrushchev announced a drastic increase in the price
of meat and butter in order to bring demand for these items back into
better balance with the short supply. This action was felt so keenly by
the Soviet people that it led to riots in some cities. In October, the
Soviet Government amnounced the cancellation of e scheduled income tax
cut, pert of & 1950 promise to eliminate income taxes by 1965. The
Soviet pecple were told that this indefinite postponement of future
tax cuts resultei from the need for increased defense expenditures.

These taxes on personel income bring in almost 6 billion rublez a year to
the Soviet treasury, about T percent of the total revenues. In still
ancther restrictive move, the Soviet Goverament announced the curtailment

of private construction which, particularly in the rural areas, has been

a very importsnt source of new housing. This action is a clear reflection
of the cut-back in investments in "construction and cometruction materials. "
Finelly, the failure of Soviet agriculture to meet its production goals in
recent years has been atiributed by many experts not only to the fact that
collectivized agriculture can never be as efficient as free enterprise



farming, but also to the lack of adequate investment -- a lack illustrated,
for example, by the low use of chemical fertilizers.

It is apparent that the lower growth rates of the past two years
are related to the rising demands of thelir military and space programs.
These programs will continue to exert great pressure on Soviet resocurce
availabilities during the next few years. Conversely, the slower rates
of economic growth, the demands of the civilian economy, the requirements
of their foreign aid program etc., will act as restraints on further
additions to the military and space programs, particularly on large and
very costly new programs such as an effective anti-ballistic missile
defense system.

In other words, the Soviet leadership i1s confronted with a very
gevere resources allocation problem and must strike a balance among 1ts
various objectives: military; space; foreign ald; civilian housing;
agriculture and improvement of the standard of living of the Soviet
pecple; stc. The Soviets could, over the next few years, bulild a large
forece of hardened second generation ICBM's; they could develop and deploy
an ICBM delivery system for the large yield nuclear warheads they have
been testing since 1961; they could expand and improve their MRBM/IRBM
systems; they could continue to maintaln and improve their active defenses
egeinst manned bamber attack; they could maintain a large and modernly-
equipped army; they could develop and deploy some sort of a system of active
defense against ballistic mlissile attack; they could modernize and improve
their large fleet of subrarines including ballistic missile-firing types;
they could continue the space race; they could expand both military and
econcmic aid to the non-aligned nations; they could make the great invest-
ment needed to create an efficient agricultural economy; they could continue
to push the development of heavy industry; or they could increase the standard
of living of the Soviet people -- but they cannot do them all at the same
time.

There is evidence that the increasing military burden on the econcmy
has led to debate within the Soviet leadership during the laat two years.
We can expect that the pressures on the Kremlin leaders will be intensi-
fied over the next few yearz, as we continue to move forward with our own
military and space programs and as the economic end military strength of
the Free World continues to grow.

Although we cannot predict with any degree of precision how the
Soviet lealership will solve its resources sllocation problem, it may be
that the strsin of sc many competing cleims on the Soviet economy will
tend to limit the size and help determine the character of the Soviet
military program, at least over the next few years.

)
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2. Comunist China

FNotwithstanding the attack on India, the economic prospects of
the Communist Chinese are extremely bleak and will, at least during the
next few years, serve to limit the size and character of their military
adventures. Mainland China is essentlally an agricultural economy,
and when agriculture suffers, the entire economy suffers. The disastrous
consequences of Communist China's agricultural policies are now clear for
all to see. The masters of Peiping are having difficulty feeding their
people, even at a bare subsistence level, snd have had to resort to very
large-scale procurements of foodstuffs from abroed. The Soviet Union
18 unable -- apd probably unwilling, as well -- to make ip the short-
£a11 in China's agricultural output, thereby forcing China to use its
14mited exchange reserves to buy food fram the Free World.

The calamitous collapse of Chinese agriculture has forced a sharp
curtailment of industrial production; first, because China's industriel
production is heavily dependent on agriculture for raw materials and,
second, because additiopal workers have bad to be transferred from
industry to help revive the faltering farm program. Moreover, the
failure of agriculture will retard the future growth of mainland China's
industry because traditlonal agricultural exports will not have earned
the foreign exchange to pay for the import of capitel goods and, in
fact, their foreign exchange reserves have been significantly depleted
by food purchsases from abroad. This past year, Mainland China's agri-
culture appears to have picked wp & bit. However, at best 1t will be
a limiting factor in the Chinese Commuist leaders' calculations for
same time. China's econcmic problems have been further intensified by the
withdrswal of Soviet ald and technical assistance, leaving many industrial
development projects incomplete, and by the sharp cut back in Chinese
Commmm?st imports from the Soviet Bloc.

Communist China's econamic difficulties and the strain of the recent
campaizn against India showld tend to limit her ability to engage in
large-scale aggression against other of her neighbors, particularly where
such aggression might Involve & direct confromtation with U.S. military
forces. We cannot presluje a broadening of the ettack on Indis. But a
large-scals overt attack elsewhere 1w South East Asia, or against Formosa
or South Korea, is not very likely under present circumstances. However,
an intensification of lesser efforts to cause trouble for the Free World
shoulé be anticipated, particularly in terms of psychological warfare and
politicsl intrigue. Ani we have no reason to doubt that Commumnist Chinsa
will continue to fuel the guerrilla war in South Vietnam, at least at
the present scale, or suppor:. the position of the Commmnist elements 1In
Iaos.

To sum up, the Soviet Urion will most likely pursue a strategy in
which their military forces are designed to permit the Soviet Union to:

U
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a. Confront us with continuing political pressure, subversion, and
various forms of unconventional warfare under the umbrella of their
growing nuclear power.

b. Capitalize on their converntionel military power by the threat
of bringing it to bear in situations where they have local con-
ventional syperiority.

c. Deter the West from military actiom, particularly from the
initiation of & first strike with nuclear forces.

Communist China will most likely follow an independent policy
designed to expand its own influence in the Communist Camp and among
the unaligned nations, resorting to armed aggression to satisfy its
territorial ambitions where this can be done without a direct con-
frontation of U.S. military forces.

The size and character of the military effort of both countries will
be tempered by the pressures of other demands on their available rescurces.
This factor should be kept in mind as we diecuss the adequacy of our own

military progran.
D. IMPACT OF THE DEFENSE PROGRAM ON THE ECONOMY

A program as large as Defense, commanding 10 percent of our total
netional output, is bound to have an important impact on the econamy,
internationaily, nationally and locally. And, indeed, at the local level
this impact is usually intensified by the uneven geographic distribution
of defense-related industry end our own military activities, by the
disproportionately large claims made by the defense program on some
occupational categories and on certain sectors of industry, and by the
rapidly changing camposition of the defense program as technological
innovations c—eate the need for new wespons and facilities and obsolete
the old.

1. Defencze Contractd

We are awsre that the award of new Defense contracts and the
establishment of new Defense facilities in & particular area can make the
A3 fference between prosperity and depression. The law requires the
Defense Department to give certain limited preferences to chronically
depressed and swplus labor market areas and to assure an equitable
participetion by small business firms. But the law explicitly forbids
"the payment of & price differential on contracts . . . for the purpose
of relieving economic dislocations.”

And thiz is as it should be. The Defense Department's policy now,

as in the past, ie to procure what we need when we need it at the lowest
cost to the Government, quality and delivery schedules comsidered. We
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will, however, make every effort to assist small business and firms in
surplus labor market areas to participate in Defense work by keeping
them informed of opportunities for Defense contracts, by encouraging our
prime contractors to increase sub-contracting to small business and by
helping them to understand Defense procurement policies and procedures,
and finally by using fully the "set aside” provisions of the law.

We will also continue our efforts together with other departments
and agencies of the Govermment to alleviate econamic hardships caused
by unavoidable shifts in Defense procurement and the closing of Defense
installaticns.

2. Balance of Payments

A problem which has been giving us increasing concern during
the last few years has been the unfavorable balance in our international
payments. During the 1958-1960 period, totel U.S. expenditures abroad
(i.e., imports, overseas defense expenditures, foreign investments, etc.)
exceedad total U.S. earnings (i.e., exports, incame from our foreign
investments, sale of services, etc.) by an average of $3.7 billion per
yeer. Although the size of the deficit was reduced last year, it was
st11l on the order of $2.0 billion.

Such a continuing deficit would concerrn us in any event slnce it
is usuelly the symptom of a fundamental econcmlc imbalance. But there
is a sezond reason for our concern. For a long time, particularly since
the end of World War 1II, the dollar has been & world currency, held by
meny Free World countries as backing for thelr own money. Their will-
ingness to hold dollar balances is directly related to the convertiblility
of the dz1lar intoc gold upon demend. To the extent that our payments
deficit results in a continued outflow of gold from owr reserves, the
position of the doller as a fully convertible world currency ie irperiled.

In 1960, potential claims held by foreign countries egalnst U.S.
gold in the form of short term dollar balances rose abcve the $18 billion
merk, &nd for the first time exceeded our total gold supply. As of last
Septerber, the net deflizit between our geoid stocks and pctentiel foreign
dollar cleime had risen to $4.9 billion. While this does not indicate
any immeiiste danger to the position of the dollar, continuatlon of a
gizesbls deficit for several more years could grestly damage international
confiferne ir our currency.

Nxtions. gecurity expenditures oversess represent a significant
percentage of recent deficits in our balance of payments. In recent
years, net U.S. defenze expenditures entering the balance of payments
have averaged $2.6 biliion per year. Through economies in our own
expenditures, anl by arranging with our allies for their purchase of
additionsl Americen equipmert and services, we reduced that figure to
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about $2.0 billion for 1962, and it is our objective to bring it below
the billion-dollar mark by 1966.

During the pest year and a half, several measures aimed at
reducing defense overseas expenditures and increasing receipts have
been instituted. The most significant of these in dollar value has
been the agreement with the Federal Republic of Germany to offset U.S.
dollar outlays by increasing its military procurement in the U.S5. end
its use of American supply lines, depots, and maintenance and support
facilities. A "partial offset” agreement has been negotiated with Italy
and others are being sought with Japan and France for increased pro-
curement of U.S. military equipment and services.

Iet me touch briefly upon & few of the other actions we have
undertaken to reduce overseas defense expenditures.

1. A voluntary savings program for reduction of individual
expenditures has now been in effect for nearly two years.
Military and ecivilian personnel and their dependents have
been urged to reduce their personal expenditures overseas
and to channel their family spending and savings to U.S. .
sources. The success of this voluntary program is indicated
by & 9 percent increase in the nmumber of overseas military
personnel purchasing savings bonds through payroll deductions
and & 31 percent decrease in parcel post shipments from
APO's -- evidence of & reduction in purchases of foreign-
made products for shipment home.

2. Procurement of goods ebroad for use by ouwr military forces
overseas, is being replaced by procurement in the U.S. when
it i estimated that the cost of U.S. supplies and services
(including transportation and handling costs) will not exceed
the cost of foreign supplies and services by more than 50
percent. In calendar year 1961, using a 25 percent differen-
tiel, approximately $71.4 million of procurement contracts
which otherwise would have been placed abroad were placed in
the U.S., and for calendar year 1962 we expect to raise this
total to upwards of $100 million.

3. Pursuant to the Foreign Assistance Act of 1961, we have
issued instructions which limit the use of military assistance
funds for offshore procurement to only certain very restricted
purposes. During fiscal year 1962, MAP/OSP expenditures were
reduced by about $30 million below the previous year's level.

4, 1In addition to these measures, we have undertaken a compre-
hensive review of the requirements for each of our foreign
mtifitary bases and installaticns, and we have placed underway



more than sixty specific projects and actions for reducing
the unfavorable impact of Defense transactions entering the
international balance of payments. During my budget review
last fell, moreover, each proposed program was judged not
only from & budgetary point of view, but also in light of
its foreign exchange implications.

E. ARMS CONTROL AND DISARMAMENT

Although the balance of my statement will be concerned with
the specific measures we are proposing to increase our military
strength and enhance our security, we should not lose sight of the
fact that the central objective of our national policy is, ir
President Kennedy's worde, & peaceful world cammunity of free and
independent states, free to choose their own future and their own
systenr as long as it does not threaten the freedom of others.

As the events of last October have so forcefully demonstrated,
the expanding arsenals of nuclear weapons on both sides of the Iron
Curtain have created an extremely dangerous situation not only for
their possessors but also for the entire world. As the arms race
continues and the weapons multiply and become more swift and deadly,
the possibility of & global catastrophe, either by miscalculation or
design, becomes ever more real.

More armaments, whether offensive or defensive, cannot solve this
dilerma. We are approaching an era when it will become inereasingly
improbable that either side could destroy a sufficiently large portion
of the other's stirategic nuclear force, either by swrprise or otherwise,
to preclude a devastating retaliatory blow. This may result in mutual
deterrence but it 1s still a grim prospect. It underscores the need for
& renewed effort to find some way, if not to eliminate these deadly
weapone completely, then at least to slow down or halt their further
accumulation, and tc create institutional arrangements which would
reduce the need for either side to resort to their immediate use in
moments of acute international tension. The United States and the
Soviet Unircn, as the two great nuclear powers, are the nations most
directiy endangered by these weapons and therefore have a great mutual
interest in seeing to it that they are never used. But until we can
find a sefe and sure rcwdi to disarmament, we must continue to build our
own defenses.

I would now Like to turnm to the specifice of the program proposed
for the coming fiscal year and piswned through fiscal year 1968.



II. STRATEGIC RETALIATORY FORCES

The Strategic Retaliatory Forces are designed to carry out the long-
range strategic mission and to carry the main burden of battle in general
miclear war. They include the long-range bombers, the air-to-ground and
decoy missiles and refueling tankers; the land-based and submarine-based
strategic missiles; and the systems for their command and contral. They
do not include certain other U.S. nuclear forces capable of reaching targets
deep inside the Commnist bloc - namely, the deployed tactical air units
and carrier-based atteck aircraft. Although the targeting of these forces
is coordinated with that of the Strategic Retaliatory Forces, they are not
taken into account in computing the requirements for the latter. The reason
for this is that they are primarily intended for other purposes. Thus, with
respect to the strategic mission, they represent an additional or "bonus"
capability.

A. THE REQUIREMENT

The major mission of the Strategic Retaliatory Forces 1s to deter
war by their capability to destroy the enemy's wer-making potential, includ-
ing not only his nuclear strike forces and military installations, but also
his urban society, if necessary. Last year I described to this Committee
the steps involved in determing the numbers and types of weapon delivery
systems required to carry out this mission under various sets of conditions.
Briefly, they take into account the characier of the target systems; the
numbers and ylelds of weapons required to destroy that system; the kinds
of forces best sulted to deliver these weaspons, i.e., thelr payloads,
penetration abilities, CEP's, relisbility and vulnerebllity emd cost/effect-
iveness, as well as the size and character of the enemy's strategic offensive
forces. ’

Obviously, each of these factors invalves various degrees of un-
certainty for which allowances must be made in our analyses. One of the
major uncertainties is, of course, the size and charascter of our opponent's
strategic forces and defensive systems -- now, and more importantly, in
the future. Because of the long leadtimes involved in making these weapon
systems operational, we must plan for our forces well in advance of the time
when we will need them and, indeed, we now project our programs at leact
five years shead of the current budget year. For the same reason we must
also project our estimates of the enemy's forces at least five years into
the future, and for some purposes, even beyond. These longer range pro-
jections of enemy capabilities are, of course, highly conjectural, particu-
larly since they deal with a period beyond the production and deployment
leadtimes of enemy weapon systems. Therefore, we are, 1n effect, attempting
to anticipate production and deployment decisions which our opponents,
themselves, may not yet have made. This fact should be borne in mind as
we discuss the intelligence estimates and ocur own programs based on them.
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By and large, the estimates of Soviet strategic forces projected for
mdid-1967 in the latest National Intelligence Estimate (NIE) are of the
same order of magnitude as those we used last year In developing our five
year Strategic Retaliatory Forces Program. With regard to the ICEM's,
th test projections of the totals are scmewhat lower, nccmpared
; o  There is a decrease in the rumber of "semi-hard" missiles, R
instead of [N and an increase in the mumber of "soft" missiles,
i B instead of K The estimates for the "hard” missiles are
about the same.

Azelp., a& was the case g year &8gC.

. LT . SERPARIENY In our analyses we have used the high
end of the range of the latest Natlomal Intelligence Estimates as the
median case, and the %estma‘;e as the "high" case. These figures
were then extrapolated thr . mid-1968 allow for a further increase in
the number of fully hardened Soviet ICBM®s

e . . *

A significant change in the new estimates has been for Soviet missile
launching submarines. Last year it was estimated that the Soviets would
bave ffmissile launching submarines, with by mid-1966. It
is now estimated that the Soviet Union could have as many as submarines
with SRR vy mid-1966 and [fffsubmarines with by mid-
19€7, including both "balilstic" and "cruise” types. More t half of
these submarines are expected to be muciear-powered but the ballistic
missiles are expected to be of considerably shorter range than even our
A-1 POZARIS missiiecs.

The estimate for Soviet IREM's has 2180 been increased for mid-1967
from about to between in the latest NIE, and some of these
micsiles are apparently being instelled in hardened sites. We have used
the sams estimates for mid-1968.

Tre estimates for Soviet medium and heavy bombers and tankers for
mi4-33€7 sre nit much differex: thar they were last year. We have pro-
jected sboui the ssme mumber for mif-19€8.

With pegars to toe defensivs forcesz, we estimate thet the Soviet
Unzer wili comtinue to depioy in iarge mumbers i%s second generation
surfase-to-air missile which is simiiar to the U.S. NIKE-HERCULES. We
eetimate thet the Soviet Union will have also deployed a HAWK-type system
by the 196£.19€8 period.

mne Soviet Union 1s also known to be working on an active defense

against ballistic missiles. There are apparently two separate systems,
one dezigned primarily egairiet shorter range ballistiec missiles - under

1,000 nautical miles - and the other against all types of strateglc
ballistic missiles.



B. PRESENT U.S. STRATEGIC RETALIATORY CAPABILITIES

Last year I told this Committee "there is no question but that, today,
our Strategic Retaliatory Forces are fully capable of destroying the Soviet
target system, even after absorbing an initial surprise attack."” This
statement is still true. We have a total of ebout 650 manned bambers on
15-minute ground alert and over 200 operational ATLAS, TITAN, and MINUTEMAN
missiles on launchers and sbout 14l POLARIS missiles in submarines. [N

f .

And this capability is rapldly expanding &8 additional MINUTEMAN and POLARIS

enter our operational inventory.

Alowing for losses from an initial enemy attack and attrition enraute
to target, we calculate that our forces today could st11l destroy the Soviet
Union without any help from the deployed tactical air units or carrier task
forces or THOR or JUPITER IREBM's.

C. FUTURE STRATEGIC RETALIATORY FORCES

In my statement a year ago, I pointed out that "as the Soviet Union
hardens and disperses its ICBM force and acquires a significant pumber of
missile launching submarines (as we must assume that they will do in the
period under discussion) our problem will be further complicated." There
15 increasing evidence that this 1s the course the Soviet Union is follow-
ing. Thus, it is even more important today than it was last year that we
concentrate our efforts on the kind of strategic offensive forces which
will be able to ride out an all-out attack by muclear-armed ICBM's or sub-
marine-launched missiles in sufficient strength to strike back decisively.

A very large increase in the number of fully herd Soviet ICBM's and
nuclear-powered ballistic missile-launching submarines would considerably
detract from our aebility to destroy completely the Soviet strategic nuclear
forces R N T LIt B it

We do not anticipate that either the United States or the Soviet Union will
acquire that capability in the foreseeable future. Moreover, to minimize
demaege to the United States, such a force would also have to be accompanied
by an extensive missile defense system and a much more elaborate civil

defense program than hes thus far been contemplated. Even then we could not




preclude casualties counted in the tens of millioms.

The most likely possibility is that we would have to strike back after
gbsorbing the first blow. This means we have to build and maintain a second
gtrike force. Buch a force should have sufficient flexibility to permit a
cholce of strategies, particularly an ability to: (1) Strike back decisively
at the entire Soviet target system simmltanecusly or (2) Strike back first
at the Soviet bomber bases, missile sites and other military installations
associated with their long-range muclear forces to reduce the power of any
follow-on attack -- and then if necessary;, strike back at the Soviet wrban
and industrial camplex in a controlled and Jeliberate way.

Now the foregoing is not to say that we can forecast the nature of a
mclear attack upon the United States. In talking about global muclear
var, the Soviet leaders always say that they would strike at the entire
camplex of our military power including govermment and production centers,
meaning our cities. If they were to do so; we would, of course, have no
alternative but to retaliate ir kind. But we have no way of knowing whether
they would actuslly do so. It would certainly be in their interest as well
as ours to try to limit the terrible consequences of a muclear exchange.

By buillding into our forces a flexible capability, we at least eliminate
the prospect that we could strike back in only one way, namely, against the
entire Soviet target system including their cities. Such a prospect would
give the Soviet Union no incentive to withhold attack against our cities in
a first strike. We want to give them a beiter alternative. Whether they
would accep: it ir the criszis of a glchal muclear war, no one can say.
Considering what is at stake, we believe 1t is worth the additiomal effort
on our part to have this option.

In planring our sezond strike force;, we have provided, throaghout
the period under consideration; a capebility to destroy virtually asll of
the "soft" and "semi-hard" military targets in the Soviet Unlon and a large
murber ~f their fully hardened missile sites, with an additional czapability
in the form of & protected forze to be employed or held in reserve for use
against urban and industrial areas.

We have n~t found it feasitie, at this time, to provide a uspability
for enguring the destrurtion of army very large portion of the fuily Lerd
ICEM site: or mliilie laurthing submarinss. Fully heard ICBM zites cax be
destroyed bt only at great cost in term: of the numbers of offerzive
weapon: regquired to dig them oit. Furthermore, in a secornd strike situa-
tion we wouid be ettacking, for the most part, empty sites fram whick the
missiies bhad aiready been fired.

The valve of trying to provide a capability to destroy a very high
proportior of Soviet hard ICBM sites becomes even more questionable in
view of the expected increaze in the Scviet missile launching subparive
foree. Our abfiity to destroy these submarines before they fire thelir
rissiles wiil te limited once the Soviet Union places any large pumber of



them on station. Neither do we have any significant ability to intercept
the missiles once they bave been launched from a submarine. And, I might
point out, neither does the Soviet Union.

Although we are investing very large sums in research and develomment
in the ASW and anti-ballistic missile areas, it is not very likely that
our efforts will produce enough of an increase in our capebilities during
the period wnder consideration to change the prospects significantly.

With these objectives and limitatlons in mind, I would likes to
discuss the strategic retaliatcary forces proposed through fiscal year 1968.

1. The Future of Manned Strategic Aireraft

I imow that this committee is concerned over the questicm of the
future of manned strategic eaircraft. As I promised lest year, we have
made a moat detailed and exhaustive review of the entire problem of the
future role of these systems. I would like to review some of the recent
history of this issue and to report to you on our findings at this time.

&. B=52 Procurement

The first bomber procurement issue I faced was the question of
whether or not to procure another wing of B-52's in 1961. At that time,
we had a force of some 1,500 intercomtinental bombers, soft based and
concentrated on about 60 bases. We had very few ICEM's, and those that
we did have were also soft and concentrated. By mid-1961, as you will
recall, we had 5 POLARIS submarines operatiomal; a very smell foarce.

The most urgent problem at that time, and the problem was urgent, was to
acquire rapidly a large force of protected muclear firepower that could
not be knocked out in a surprise missile attack.

The 60 bomber bases, and two-thirds of the bambers on them, could
have been knocked out by a small force of perhaps as few as 180 ballistic
missiles. MINUTEMAK, on the other hand, is hard and dispersed. An
attacker would have to use several of his missiles in order to lmock out
one MINUTEMAN, with reascnably high confidence. And POLARIS missiles in
submerines at sea cannot be targeted by ballistic missiles at all.
Therefore, we decided to concentrste our procurement dollars on the
accelerated production of MINUTEMAN and POLARIS. This decision 444 not
mean that we did not went to have any manned bombers. We already had
many bombers and very few ballistic missiles. Out intent wvas to achieve
e balanced mixed force of bombers and missiles. To do that we had to buy
missiles.
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b. The RS-TO

The next issue I had to face was the develomment of the B-T0,
or the RS-70 as it was later called. The issue here was not the
future of manned strateglc aircraft in general. Ratker, it was whether
this particular aircraft, in elither of its configurations, could add
enocugh to our already programmed capabilities to make it worth its
very high cost.

Many of the arguments that have been advanced in support of the